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REVIEW OF THE MONTH
In December industrial activity declined
further to a level about 25 percent below
the first eight months of 1937.
Recent business Retail trade at the holiday
developments season showed slightly less
than the usual increase and
was somewhat smaller than a year before.
Wholesale commodity prices, which declined
sharply in October and November, were
firmer in December. Prices of the highest-
grade bonds rose to the highest levels since
last March, while prices of stocks and lower-
grade bonds fluctuated slightly above the low
levels reached in November. Demand for
currency in December was less than usually
occurs, and excess reserves of member banks
were only slightly reduced before Christmas.
Banks in leading cities increased their hold-
ings of securities, and the decline in their
loans was smaller than in October or Novem-
ber. Total deposits at reporting banks in-
creased as the result of a substantial increase
in United States Government deposits.
Excess reserves of member banks in De-
cember averaged somewhat over $1,000,000,-






revailinS generally since the
release of $300,000,000 of in-
active gold by the Treasury last September.
At the end of November excess reserves ex-
ceeded $1,100,000,000; in the first three
weeks of December they declined to $1,000,-
000,000, reflecting primarily the seasonal
rise in money in circulation just before
Christmas and variations in Treasury and
other nonmember deposits at the Federal
Reserve banks. The decline in excess re-
serves in the first three weeks of December
was mostly at New York City banks.
After Christmas excess reserves were rap-
idly built up at all classes of banks through
the return of currency from circulation and
net disbursements of foreign bank and other
nonmember deposits with the Reserve banks.
On December 31, excess reserves totaled
$1,200,000,000, the largest amount held by
member banks since the final increase in
reserve requirements on May 1, 1937.
The decline in reserves before Christmas
was smaller than usually occurs because of
the reduced seasonal demand for currency.
From the middle of November to December
22, money in circulation increased by only
$150,000,000, as compared with an increase
of $300,000,000 in the corresponding period
last year, and a customary seasonal increase
of about $260,000,000. In the week ending
December 29, the decrease in money in cir-
culation was $110,000,000, which was only
slightly less than the customary seasonal de-
crease.
Following a substantial decline in October
and November, total loans and investments
of reporting member banks in
leading cities showed little net
change in the month of De-
cember. These banks purchased substantial
amounts of the new notes and bonds sold by
the Treasury on December 15, but this in-
crease in investments was partially offset by
redemption of Treasury bills maturing in the
following week. Commercial and industrial
loans declined somewhat less in December
than in November, and loans to brokers and
dealers in securities continued at around
$900,000,000, the low level reached early in
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Adjusted demand deposits at reporting
member banks showed a decline in December,
while deposits of the United States Govern-
ment increased. The increase in Government
deposits at these banks, amounting to $275,-
000,000, represented purchases of Govern-
ment securities by book-credits. Collection
of income taxes by the Treasury, sales of
Government securities by reporting banks,
and a decline in bank loans were the principal
factors in the reduction of about $180,000,000
in adjusted demand deposits at these banks.
Time deposits and bankers' balances at re-
porting member banks showed little change
during the month.
The Treasury's quarterly financing in De-
cember consisted of the sale of $290,000,000
of 8-year bonds and of $220,000,-
000 of 5-year notes for cash, and
exchanges of $250,000,000 of the
Treasury
financing
new bonds and $10,000,000 of the new notes
for Treasury notes maturing on February 1,
1938. Both of the new issues advanced in the
market to substantial premiums, the bonds
being quoted toward the end of December at a
premium of 2V& points and the notes at a
premium of 1% points. From the proceeds
of these sales of securities and from tax re-
ceipts, the Treasury met interest and other
payments, retired about $450,000,000 of
Treasury bills maturing around the middle
of the month, and added substantially to its
working balance. The Government debt
showed little change as the result of these
security operations.
Open-market money rates on Treasury
bills and notes continued in December the
decline which began about
have remained unchanged in recent months.
The average yield on long-term Treasury
bonds declined to about 2Y2 percent, which
compares with 2% percent about the middle
of November and nearly 2% percent in Sep-
tember. The yield on the highest-grade
corporate bonds declined to below 3^ per-
Prices of stocks and lower-grade corporate
bonds, which declined in November to the
lowest levels since 1935, recovered somewhat
during the last week of November and the
first week of December. This recovery was
followed by irregular movements until the
closing days of December when prices again
declined. At the end of December average
prices of common stocks were only slightly
above the November lows and about 40 per-
cent below the high level of the year reached
in March. Average yields on lower-grade
corporate bonds, as shown by Moody's Baa
bonds, were about 6 percent at the end of
December, as compared with 4i/2 percent at
the beginning of the year.
The volume of new securities sold by do-
mestic corporations continued to decline
sharply in November and De-
New security cember but there was a mod-
issues . . **?„**
erate increase m other otter-
ings, which include those of State and local
Money and
security markets the middle of September
and reached new low levels
since early in the year. The new issues of
91-day Treasury bills sold in the last half
of December at below one-eighth of one per-
cent, and the average yield on 3 to 5 year
Treasury notes declined to below 1*4 percent
as compared with almost 1% percent in Sep-
tember. Other short-term open-market rates
governments and Federal agencies. Total
security offerings, exclusive of direct obliga-
tions of the United States Government, were
about $150,000,000 each month, including
those for refunding and for new capital; this
is a somewhat smaller volume than during
the immediately preceding months.
The small volume of security issues during
the final quarter of 1937 indicates the greatly
reduced activity in the capital markets that
has accompanied recent developments in the
security markets and in the business situa-
tion. During this quarter security offerings
totaled about $500,000,000, which is one-
third of the average quarterly volume during
1936 and the first quarter of 1937- Issues
by domestic corporations in the fourth quar-
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ter of 1937 amounted to only $200,000,000,
or about one-fifth of the quarterly volume
during the earlier period.
Department store sales have shown slightly
less than the usual seasonal increase during








cates that the Board's seasonally
adjusted index for that month will be a little
below 90 percent of the 1923-1925 average,
as compared with a level of 93 percent dur-
ing the first eight months of the year. While
department store sales have continued some-
what above the average for 1936 and con-
siderably above that for 1935, production of
textiles, shoes, and many other commodities
sold by department stores has been drastically
curtailed to a level below the average for
1935. It appears that current output of
these products is below the rate of consumer
purchases and that inventories of many of
them have been considerably reduced from
the large volume of a few months ago.
Industrial production was further reduced
in December, and the Board's seasonally ad-








about 83 percent of the 1923-
1925 average as compared with 89 in Novem-
ber and an average of 116 in the first eight
months of the year. The sharp decline in
recent months has reflected chiefly decreased
activity in the durable goods industries which
had operated at a high rate during the first
eight months of the year. Steel production
has shown the greatest decline, with the rate
of activity averaging 38 percent of capacity
in November and approximately 26 percent
in December, as compared with 85 percent in
August. There have been substantial reduc-
tions also in output of lumber and plate glass.
Automobile assemblies showed considerably
less than the usual seasonal increase in No-
vember and a decrease in December.
In the nondurable goods industries activ-
ity has continued the decline that has been
in progress since spring. Reductions at
woolen mills, rayon mills, and shoe factories
have been particularly marked and in No-
vember these industries were operating at
rates little above those of the lowest levels of
the depression. At cotton mills and silk
mills also activity has declined considerably.
Output of minerals in recent months has been
maintained at near the level of the earlier-
part of the year. Crude petroleum produc-
tion has continued in large volume, while
output of coal has shown some decline.
The general level of wholesale commodity
prices, after a broad decline from 87.5 per-
cent of the 1926 average for the
week ending September 25 to
82.0 for the week of November
27, declined slightly further in
December. In the latter part of the month, as
shown in the accompanying table, the general
index had returned to the level prevailing
before the sharp advance that had occurred
between the end of October 1936 and April
1937.
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Source: Bureiu of Labor Statistics.
Prices of raw materials, which as a group
advanced most rapidly in that period, de-
clined steadily from the beginning of April
to the latter part of November, but in De-
cember showed little change. Some com-
modities, such as cotton, hides, and steel
scrap, advanced in December. Prices of most
finished products, which earlier had advanced
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by a smaller amount, continued to increase
last summer but since that time have been
declining- slowly.
In general, prices of durable goods continu
substantially higher than they were in Octo-
ber 1936, while most nondurable goods, in-
cluding farm products and foods, are lower.
Prices of finished steel, which had advanced
sharply last spring, have since remained
unchanged and automobile prices have ad-
vanced. Building materials, other than steel
and cement, have declined somewhat in re-
cent months. Farm products as a group are
at the lowest level in the past three years.
REGULATION RELATING TO COMMON TRUST
FUNDS
The Board of Governors of the Federal Re-
serve System has issued, effective December
81, 1937, an amendment to its Regulation F
to provide for the collective investment of
trust funds by national banks under certain
conditions in States where this is permitted
by State law. The amended regulation pro-
vides for two general types or classes of such
investments. First, it permits a national
bank, subject to certain regulatory provi-
sions, to invest funds of various individual
trusts in participations in a common trust
fund, provided that the amount so invested
from any one trust may not exceed $25,000,
or ten percent of the value of the assets of
such common trust fund, whichever amount
is less. It has been urged upon the Board
that it is not practicable or efficient for trust
institutions to invest the funds of relatively
small trusts separately with the desired di-
versification of investments, and this pro-
vision is designed to facilitate the investment
of the funds of such small trusts. Second,
the amended regulation permits a national
bank, with a minimum of specific regulatory
requirements, to make collective investment
of funds of individual trusts in participations
in a common trust fund, provided the amount
invested from any one such trust account
does not exceed $1,200. The regulation has
heretofore permitted national banks to make
collective investment of funds of individual
trusts if such funds were too small to be in-
vested separately to advantage, and this pro-
vision in the amended regulation continues
the authority to invest collectively such odd
balances to the credit of various trusts with
as few regulatory provisions as possible.
The Board also amended subsections (b)
and (c) of section 6 of Regulation F, in cer-
tain minor respects, with respect to the trust
department committees already provided for
in the regulation.
In the Revenue Act of 1936 Congress rec-
ognized the desirability, under proper safe-
guards, of permitting banks to operate com-
mon trust funds when it granted certain tax
exemptions to common trust funds adminis-
tered by any bank in conformity with rules
and regulations prescribed for national banks
by the Board of Governors. Some States
have enacted legislation specifically authoriz-
ing the operation of common trust funds and
in other States similar legislation has been
considered.
In upholding and construing provisions of
law relative to the exercise of trust powers
by national banks, the courts have recognized
that the regulation of the administration of
trusts is a matter peculiarly within the prov-
ince of the States. In issuing the present
amendment, the Board has permitted the col-
lective investment of funds of various trusts
in common trust funds only when the laws of
the State in which the particular national
bank is located authorize or permit such in-
vestments by State banks, trust companies,
or other corporations which compete with
national banks.
Issuance of such an amendment was recom-
mended by a special committee of the Ameri-
can Bankers Association, and the amendment
was drafted after consultation with the com-
mittee and after submission of a tentative
draft of the proposed regulation to and re-
ceiving criticisms and comments from that
committee, all Federal Reserve banks and
other interested groups.
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The Board's regulations have been drawn
specifically with a view to preventing com-
mon trust funds from being operated as in-
vestment trusts for other than strictly fidu-
ciary purposes and to providing safeguards
to prevent preferences or other inequities
between trusts participating in common trust
funds. The text of these amendments is
printed herein on pages 10-13.
Election of Class A and B Directors
The member banks elected the following
Class A and Class B directors of the Federal
Reserve banks for the three-year term begin-
ning January 1, 1938:
CLASS A
Boston—Lewis S. Reed (reelected).
New York—William C. Potter.
Philadelphia—John B. Henning (reelected).
Cleveland—H. B. McDowell.
Richmond—James C. Braswell (reelected).
Atlanta—W. D. Cook (reelected).
Chicago^—E. R. Esthers (reelected).
St, Louis—(election being held).
Minneapolis—M. 0. Grangaard (reelected).
Kansas City—Frank W. Sponable (reelected).
Dallas—Pat E. Hooks (reelected).
San Francisco—C. K. Mclntosh (reelected).
CLASS B
Boston-^E. S. French (reelected)
New York—Thomas J. Watson (reelected).
Philadelphia—C. Frederick C. Stout (re-
elected) .
Cleveland—R. P. Wright (reelected).
Richmond—John H. Hanna (reelected).
Atlanta—Fitzgerald Hall (reelected).
Chicago—S. T. Crapo (reelected).
St. Louis—Harvey C. Couch.
Minneapolis—W. 0. Washburn (reelected).
Kansas City-r-J. M. Bernardin (reelected).
Dallas—Harry C. Wiess.
San Francisco—Elmer H. Cox (reelected).
Appointment of Class C Directors
The Board of Governors appointed the fol-
lowing Class C directors of Federal Reserve
banks for the three-year term beginning
January 1, 1938:
CLASS C
New York—Owen D. Young (reappointed).
Cleveland—G. C. Brainard (reappointed).
Richmond—Robert Lassiter (reappointed).
Chicago—F. J. Lewis (reappointed).
St. Louis—Oscar Johnston.
Designation of Chairmen and Federal Reserve Agents
and Appointment of Deputy Chairmen
The Board of Governors designated the
following Federal Reserve agents and chair-
men of the boards of directors of Federal
reserve banks for the year 1938:
Boston—F. H. Curtiss (redesignated).
Philadelphia—R. L. Austin (redesignated).
Cleveland—E. S. Burke, Jr. (redesignated).
Richmond—Robert Lassiter (redesignated).
Atlanta—F. H. Neely.
St. Louis—W. T. Nardin (redesignated).
Minneapolis—W. B. Geery (redesignated).
Kansas City—J. J. Thomas (redesignated).
Dallas—J. H. Merritt.
San Francisco—A. 0. Stewart (redesignated).
The Board of Governors appointed the
following deputy chairmen of Federal Reserve
banks for the year 1938:
Boston—H. S. Dennison.
New York—Owen D. Young (reappointed).
Philadelphia—T. B. McCabe.
Cleveland—G. C. Brainard (reappointed).
Richmond—W. G. Wysor.
Chicago—R. E. Wood (reappointed).
Retirement of Chairmen and Federal Reserve Agents
at the Federal Reserve Banks of Atlanta and Dallas
Effective at the close of December 31,1937,
Messrs. W. H. Kettig and C. C. Walsh retired
as Class C directors and Chairmen and Fed-
eral Reserve Agents at the Federal Reserve
Banks of Atlanta and Dallas, respectively.
Mr. Kettig served as a Class C director of
the Federal Reserve Bank of Atlanta from
the date of its establishment, and also as
Deputy Chairman of the bank from January
1, 1922, to May 27, 1937, on which date he
was designated as Chairman and Federal
Reserve Agent. Mr. Kettig also served as an
appointee of the Board on the board of direc-
tors of the Birmingham Branch of the Atlanta
bank from August 1, 1918, through 1935.
Mr. Walsh was appointed a Class C direc-
tor and designated as Chairman and Federal
Reserve Agent at the Federal Reserve Bank
of Dallas on July 1,1925, and served in these
capacities until his retirement on December
31, 1937.
Appointment of First Vice President of the Federal
Reserve Bank of St. Louis
On December 6, 1937, the Board approved
the appointment by the board of directors of
the Federal Reserve Bank of St. Louis, effec-
tive December 16,1937, of Mr. F. Guy Hitt as
First Vice President of the bank for the un-
expired portion of the five-year term ending
February 28, 1941.
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